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Overview



Commodity markets feature a range of risks

ÅPrice risk

ÅProduction risk

ÅTransportation risk

ÅCounterparty risk

ÅCurrency risk

ÅWeatherand climate-relatedrisks
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Commodity price risk



Commodity prices are volatile (1/6)

UNCTAD Commodity Price Indices (2015=100)
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Commodity prices are volatile (2/6)

UNCTAD Commodity Price Indices (2015=100)
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Commodity prices are volatile (2/6)

UNCTAD Commodity Price Indices (2015=100)
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Commodity prices are volatile (3/6)

UNCTAD Commodity Price Indices (2015=100)
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Commodity prices are volatile (4/6)

Monthly percentage changes of UNCTAD Commodity Price Index (all groups)
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Commodity prices are volatile (5/6)
Commodity dependence and risk management in CDDCs 

Å59% of the monthly changes from February 2000 to February 

2019 were positive; 41% were negative

Å56% of the shocks with an absolute value above 5% were 

positive; 44% were negative

ÅThe average size of negative shocks was -4.3%; the average size 

of positive shocks was 3.9%

ÅLarge positive shocks followed by large negative shocks create 

problematic environment



Commodity prices are volatile (6/6)

Coefficient of variation of UNCTAD commodity price indices (Jan 2000 - Feb 2019)
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Why are volatile commodity prices a problem?

ÅPrice volatility creates uncertainty for governments, 

commodity producers, traders and exporters

ÅThreat to the sustainability and continuity of public 

development programmes

ÅRisk for the achievement of SDGs in commodity-dependent 

developing countries
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Burden of volatility passed on producers, mostlyé.
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25 million coffee 

producers & workers

500 million coffee 

consumers daily

BIG 5 TRADERS[40% 

market]

2 MAJOR

ROASTERS
[¼ market]

30 RETAILERS

Market concentration along the Global Coffee Value Chain

Source: UNCTAD secretariat



Addressing price risk



International commodity agreements

ÅICAs for sugar, coffee, cocoa and natural rubber

ÅObjective: Stabilize prices by quotas & buffer stock

ÅDismantled or ceased to intervene in market in 1980s & 

1990s

ÅAlso agricultural marketing boards abolished or scaled back
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Financial instruments to hedge commodity price risk (1/2)

ÅFutures- standardized, exchange-traded contracts to buy or sell a 

commodity at a specified future date

ÅForward contracts - non-standardized, generally OTC-traded agreement 

of a future sale of a commodity

ÅOptions- Right but not an obligation to buy or sell a commodity at a pre-

specified price

ÅSwaps- exchange of cash flows based on the price of a commodity
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Financial instruments to hedge commodity price risk (2/2)

ÅUse financial instruments to hedge commodity price risk not widespread in 

CDDCs

ÅA few examples for commodity exporters

ïMexico oil hedge

ïPetrobras oil hedge

ïCodelcocopper hedge

ÅAlso some commodity importers used financial instruments to hedge price risk

ïGhana, Jamaica, Morocco, Uruguay oil hedge

ïMalawi maize hedge

Commodity dependence and risk management in CDDCs 



Example: Mexican oil hedge program

ÅMexico has used derivatives (options) to hedge price of oil exports since 2000; 

seen as world's largest sovereign derivates trade

ÅOptions exercised 3 times: 2009 (payout: $5 billion), 2015 ($6.4 billion) and 2016 

($2.7 billion)

ÅFor 2019, Mexico placed $1.23 billion in put options to lock in an export price of 

$55 per barrel

ÅBenefits: less volatility in oil revenue and lower sovereign risk (thus lower 

borrowing costs)
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Commodity exchanges in developing countries 

ÅRegulated market places where commodities and derivatives 

are traded

ÅEnhance market access and provide physical infrastructure

ÅPrice discovery, risk management and facilitation of trade
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Commodity SWFs and precautionary saving 

ÅAccumulate savings during periods of high prices to enhance 

resilience during times of low prices

ÅStabilization

ïshield budget from shocks and volatility of commodity revenue 

ïsupport countercyclical fiscal policy rules

ÅSaving

ï risk management through diversification of assets

ïaccumulation of assets improves net debt position, which reduces financing costs
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Commodity-linked bonds

ÅLink debt obligations to repayment ability

ÅCoupon rates, principal repayments or payment schedules could be linked to 

commodity prices

ÅDebt payments vary with the price level of export commodities

ÅExamples: Mexican Petrobonds, Sonatrachoil-linked loan

ÅChallenges: no existing liquid market, high risk/novelty premiums, political 

concerns
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Weather and climate risk



Weather is a key source of risk for farmers

ÅParticularly smallholder farmers are vulnerable to weather-related 

shocks

ÅSuch risks often uninsured, leading to inefficient coping strategies: 

ïSell productive assets such as livestock or land

ïReduce spending on education or health

ïDecrease food consumption

Commodity dependence and risk management in CDDCs 



Insuring weather and climate-related risk




